PART I 

INTRODUCTION AND METHODOLOGY 

CHAPTER 1 OUR ASSIGNMENT AND ITS 

DIFFICULTIES 

The Department of Applied Economics was asked by the Treasury to prepare 
an independent and impartial assessment of the effects of the Selective Employ- 
ment Tax (SET), with the following terms of reference: 

To examine and report on the effects of the Selective Employment 
Tax on prices, margins and productivity in industries on which the tax 
. falls as a net burden and the consequent effects on the economy gener- 
ally. 

This is a vast field for research, the size of which can be broadly seen from 
Table 1.1. This shows that the number of employees for whom SET was payable 
(without a full refund) was about 7*5 million or some 33-2 per cent of the total 
number of employees in Great Britain. 

What the table cannot show is the great complication which springs from the 
large number of different trades, professions, or other activities which the tax 
covers. It is clearly impossible to research into the effects of the tax on the 
distributive trades, for example, without differentiating between a retailer of 
groceries and a scrap metal merchant : in the course of the research underlying 
this First Report, which covers the distributive trades, we in fact used fourteen 
different questionnaires, and even so we did not cover all the different types of 
distribution — whilst results obtained on one questionnaire had to be separately 
considered for different trades to which it was suitable. We had to select trades 
which we thought would illustrate the main problems arising in the distributive 
trades, since it would have been impossible to cover each sub-division of them 
individually. 

This extreme diversity of the subject-matter to be covered by the research 
confronted us with a very awkward procedural problem so far as reporting is 
concerned. In view of our limited manpower, it was clearly necessary to proceed 
trade by trade, and to confine our initial enquiries to a part of the field; but 
ideally one would like to have the results of the whole research available, 
before reporting on any of it, partly because some of the problems should be 
considered in relation to the whole field, and partly because of the inter-actions 
between the various trades. 

On the other hand, to wait until we had covered the whole field before making 
any sort of report would mean a very great delay before any visible results 
emerged from our activities, and we hope to learn from comments on our First 
Report things which will help in the production of reports on other trades, as well 
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as in our final review of the whole field. In addition there is much to be gained 
from the point of view of staff morale in having a concrete target of producing 
something within a relatively short period, and the necessity of finalising a 
report on part of the subject has in fact made us face various issues which might 
otherwise have been left in abeyance — with consequential gains to our conduct 
of the rest of the enquiry. 

table i.l Scope of Selective Employment Tax * 


1958 SIC 




No. of Employees, 


Classifi- 


Brief Description 


June 1968 


cation 






Orders 




Thousands 


XVII 


Construction 


1,506 


XX 


Distributive Trades 


2,774 


XXI 


Insurance, Banking and Finance 


665 


XXIII 


Miscellaneous Services 


2,100 


Min. List 






Headings 






709 


Misc. Transport Services and Storage 


81 


871 


Accountancy Services 


91 


873 


Legal Services 


110 


879 


Other Professional and Scientific Services 


190 


Total of Above 




Categories 




7,517 


Total number of employees in G.B. 


22,645 



Source: Department of Employment and Productivity. 

* The SIC classifications shown are those in which it seems likely that the majority of the 
employees are liable to SET without refund. There are undoubtedly substantial numbers of 
employees who are liable in other SIC categories (e.g. educational or medical services) ; these 
categories have been omitted because refunds are probably obtained for the majority of 
employees, on the grounds that the employer is a local authority or a charity, or because the 
tax is paid by the Government and therefore c ann ot be counted as a net addition to the yield. 
On the other hand, a minority of the employees included in the table are exempted for one 
reason or another. 



We therefore decided to accept the risk of producing reports covering separate 
sections of the field, whilst recognizing the need to postpone a full treatment of 
some issues until a Final Report which would bring together the whole results of 
the research. To some extent, the analysis of the separate sections has to include 
provisional findings on certain points which will need to be reconsidered in the 
light of the whole results, but we hope that this Report on the distributive 
trades can be regarded as more or less definitive as far as it goes. 

Logical Problems 

One problem arises in any research of this kind which is so important that 
it needs to be squarely faced at the outset. In talking about the ‘effects’ of 
SET, we are bound to judge them by making a comparison between what actually 
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